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Honorable Roy L. Ash, Director 10 BEC 1974
Office of Management and Budget
Washington, D, C, 20503

Dear Mr. Ash:

I wanted to advise you of my concern regarding section 31l(b)
of H, R. 17488 which would change the Federal income tax treatment
accorded allowances for Federal employees overseas,

Agency employees are required to serve wherever their
services are required, including assignments abroad involving
arduous or hazardous circumstances. Overseas allowances permit
such assignments to be undertaken without financial loss and in
keeping with the living standards they are expected to maintain
during their assignments,

The proposed change in H, R, 17488 in subjecting such -
allowances to Federal income tax vitiates these purposes. Moreover,
in the face of enactment there would be a need to adjust such allow-
ances upwards to offset the increased tax burden and it would appear
that the indirect cost to the Government would offset any revenue gained.

My staff has received positive assurances concerning this
matter from representatives of the Department of State, Department -

of the Treasury and OMB, but I did want you to know of my personal
concern,

Sincerely,

/s/ W. E. Colby

W. E. Colby

Director
Distribution:
Original - Addressee 1-DbDA
1 - DCI 1-0GC
1 - DDCI @ OLGC Subject
1 - ER - 1 - OMB I.iaison
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'_ 3 : e {0) Sectibn. 6012( c) (1elatmg to cextam in- :
T4 'come earned abload or f10m sale of lesxdcnce) is
5 ';.zil:_"?amended»—- = | -
| 6 | (i) by striking oub "fEarned -':A',_broad or”
7 _' R "::,:f'xjom the:Subsect‘ion heading, and o V-
8 , (11) by striking out by individual” and
9 ) all that follows down thlouOh “United States
| 10 L (P) ‘Subparagraph (B) (m) of sectxon 6091 2
| 11 (. b) (1) (relating to place. for ﬁmg 1etums of
12 ": persons other than cor por atlons) is. amended— -
13/ S ) by stmkmo out * sectxon 911 (1elatmo
147 - : to earncd  income from}' sourees ‘without™ the j
15 | Umted States) > and o
| :'_'16' (i) by stukmo out the commia 1mmedx—
7 | »'ately preceding “or section 938" o
18 " (b) A‘\lDNDMLNTS 70 SECTION 912, —-—.
19 ‘ (1) PHASI‘. OUT OF SECTION 912 ——%ectxon 919_
‘420. - (relating to ox-empti-on for certam allowances) 18
21 ~ amended by addmo at the end thoxoof the followmo* new
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. -“Iox a taxable vear

beginning ins , ' duction shall be -+
LYTB e e e o e 95
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(2) IIREP.EAL ‘61«* SEC"DION 912.—Section 912 (re-
| lating to exemption for certain a.llo"\‘vanceé) is hexeby
~ repealed.
| (3) OO\TI‘()R\TING wnNmm\Ts——- s
| (A) Part IIT of subchaptel N of chaptex 11is
Ny amended by stmkmo out the headmg and table of

secmons for subpart B.

(B) The table of subpalts for such paxt III is

amended by stnlunO' out the- 1tem 1e1atm<r to sub-

- part B.

(¢) DepucTiON ¥OR CERTAIN TUITION EXPENSES

or DEPENDENTS OF TAXPAYERS EMPLOYED OUTSIDE THE

UNITED STATES.—
(1)‘ IN GENERAL.—DPart VII of subchapter B of .

- chapter 1 (relating to addmonal itemized deductlons
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220 as scction 221 and by inserting after section 219

“In ‘the case of a taxable year Beginning after December 3 1; i
1974, ;111(1 before January 1, 1978, the amount of the items -
excludable .from gross income under this section (deter--
mined. \mthout regmd to this sentence) shall be reduced by
the percentage reduction specxﬁed in the following table:
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[NCOME FROM OUTSIDE U. 8. 26 §912

..lings that salary was received In principle existed, 1t conld not be enforced
uited States from an American fitm  so as to interfere with or impair exclusive
ont in New York, Id. and nondelegable powers of executive and
’ legislative departments with respect to
, international law foreign and military pollcies of nation.
...sa is po principle of international Farmer V. Rountree, D.C.Tenn.1056, 149
. pperating to relieve citlzens from F.Supp. 327, affirmed 252 F.2d 490, certio-
‘ . uax obligations and 1labilitles under rarl denied 78 8.Ct. 1150, 357 U.S. 006, 2
L laws of thelr country, ot imposlng I.1d.2a 1156, rehearing denied 79 8.Ct. 14,
" them individual responsibllity for 358 U.8. 858, 3 L.1d.2d 02.
,aade of tax revenue; buti even 1f such

1 912. Exemption for certain allowances

the following items shall not be included in gross income, and
i1 be exempt from taxation under this subtitle:

(1) Foreign areas allowances.—In the case of civilian offi-
cers and employees of the Government of the United States,
amounts received as allowances or otherwise (but not amounts
received as post differentials) under—

(A) title IX of the Foreign Service Act of 1946, as amend-
ed (22 U.8.C,, sec. 1131 and following),

(B) section 4 of the Central Intelligence Agency Act of ~
1949, as amended (50 U.8.C,, sec. 403e),

(C) title II of the Overseas Differentials and Allowances
Act, or

(D) subsection (e} or (f) of the first gection of the Ad-
ministrative Expenses Act of 1946, as amended, or sec-
tion 22 of such Act.

(2) Cost-of-living allowances—In the case of civilian offi-
cers or emaployees of the Government of the United States sta-
tioned outside the continental United States (other than Alaska),
amounts (other than amounts received under title II of the Over-
seas Differentials and Allowances Act) received as cogt-of-living
allowances in accordance with regulations approved by the
President.

(3) Peace Corps allowances.—In the case of an individual
who is a veolunteer or volunteer leader within the meaning of the
Peace Corps Act and members of his family, amounts received
as allowances under section 5 or 6 of the Peace Corps Act other
than amounts received as—

(A) termination payments under gection 5(c) or section
6(1) of such Act,

(B) leave allowances,

(C) if such jndividual is a volunteer leader training in
the United States, allowances to members of his family, and

(D) such portion of living allowances as the President
may determine under the Peace Corps Act as constituting
basic compensgation.

T. 26 U.5.C.A. §5 701 to 2050—24 3269




26 §912

INCOME TAXES Ch. 1

Aug. 16, 1954; c. 736, 68A Stat. 200; Sept. 6, 1960, Pub.L. 86-7¢7,
Title V, § 523(a), 74 Stat. 802; Sept. 22, 1961, Pub.L. 87-293, Title 11,

§ 201(a), 75 Stat, 625.

Historioal Note

1530 Internal Revenue Ceode. Similar
provislons to this section were contained
-in section 118(}), (k) of the 1939 Internal
Revenue Code.

PDerlyation and Similar Frovisions. See
Historial Note under section 115 of this ti-
tle.

Reforencos In Toxt. Title IX of the For-
elgn Service Act of 1940, as amended (22
U.8.C., sec. 13131 and following), referred
to in par. (1) (A) is classifled to section
1181 et seq. of Title 22, Forelgn Relations
and Intercourse.

Section 4 of the Central Intelligence
Agency Act of 1849, ag amended (80 U.8.C.,
sec. 403(e), referred to in par. (1) (B) is
classified to section 403e of Title 50, War
and National Defense.

Title II of the Overseas Differentials
and Allowances Act, referred to in par.
(1) (C), 1s classitied to sectlons 5022-5925
of Title 5, Government Organization and
Employees.

Subsectlons (e) and (f) of the frst
gection of the Administrative HExpenses
Act of 1946, as amended, referred to in
par. (1) (D), are classified to sections
5721(3), B726(b), and 5727(b)—(e) of Title
G .

Section 22 of such Act, referred to in
par. (1) (D), means section 22 of the Ad-
ministrative Yixpenses Act of 1046, which
i3 classified to sectlon 5913 of Title 5.

The Peace Corps Act, referred to in
par. (8), is clagsified to chapter 3% of
Title 22, Foreign Relations and Inter-
course.

Sections 5 and 6 of the Peace Corps Act,
referred to in par, (3), and sections 5(e)
and 6(1) of such Act, referred to in par.
(3) (A), are sections 5, 6, 5(c) and 6(1)
of Pub.L, 87-203, which are classifled to
gectlons 2704, 2503, 2604(c) and 2305(1) of
mitle 22, respectively.

1961 Amendment., Par, (3). Tub.L.
87-203 added pur. (3).

1060 Armaendment. Iub.L. 86-T07 ex-
empted forelgn areas allowauces received
under section 4 of the Central Intelli-
gence Ageney Act of 1949, title II of the
Overseas Difterentials and Allowances
Act, subsection (e) or (f) of the first sec-
tion of the Administrative Txpenscs Act

of 1046, or section 22 of such Act, pre
vided that amounts recelved as post dif
ferentials shall not be exempt, and In
the provisions relating to cost-of-liviag
allowances excluded Alaska from the
terrn ‘‘continental United States” and
amounts received under title II of the

Overseas Differentials and Allowanees-

Act,

Fffective Date of 1861 Amendment

Section 201(d) of Pub.L. 87-203 provided -

that: “The amendments made by sub-

sectlons (a) and (b) of thia sectlon [to-

this section and section 1303 of this title)
shall apply with respect to taxable years
ending after March 1, 1961. The amend-
ment made by subsection (¢} [to section
2401 of this title] shall apply with respect
to remuneration paid after the date of
the enactment of this Act [Sept. 22,
1061]1.”

Section 201(d) of Pub.L. 87-203 repealed
by Pub.L. 80-572, § 5(a), Sept. 13, 108,
80 Stat. 765. Such repeal not deemed to
affect amendments contained in such pro-
vislons, sce sectlon 5(b) of Pub.L. 89572
sot out as a note under former section
9515 ol Title 22, Foreign Relations and
Intercourse.

Eitcetlve Date of 1060 Amendment
Section 523(b) of Pub.L. 86-707 provided
that: “Paragraphs (1) and (2) of section
912 of the Internal Revenue Code of 1053
as amended by subsection (a) of this
section [pars. (1) and (2} of thig sec-
tion] shall apply omnly with respect to
amounts reccived on or after the date
of the enactment of this Act [Sept. &
1060] in taxable years ending on or after
such date.”

Ropeals; Amendments and Application
of Amendments Unnffected. Sectlon 201

(a) of Pub.L. 87-203 repealed by Pub.L. -

80572, § 5(a), Sept. 13, 1068, 80 Stat. 765
Such repeal not deemed to affect amend-
ments to tlis section contained in such
provisions, and continuation in full force
and effect until modified by appropriate
authority of all deterrninatlons, authori-
zation, regulations, orders, contracts,
agreements, and other actlons issued un-
dertaken, or entered into under author-
ity of the repenled provisions, see section
5(b) of Pub.L. 89-572, set out as 8 note
under former section 2515 of Title 22, For-
elgn Relations and Intercourse.
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